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SURVEY OF CURRENT BUSINESS

Business Capital Outlays in 1972
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BUSINESS expenditures for new plant
and equipment were at a seasonally
adjusted annual rate of $87.1 billion in
the second quarter of 1972, up about
0.4 percent from the prior quarter,
according to the survey conducted in
late July and August by the Bureau of
Economic Analysis, In the survey con-
ducted 3 months earlier, businessmen
had projected a very substantial in-
crease of 4.5 percent from the first to
the second quarter, following a 4.3 per-
cent rise from the fourth quarter of
1971 to the first quarter of 1972,

In the third quarter of 1972, capital
investment is projected to rise 3.7 per-
cent to an annual rate of $90.4 billion.
A rise of 1.6 percent is projected for the
fourth quarter. For the year as a whole,
businessmen now plan to spend $39.1
billion ! for new plant and equipment,
or 9.7 percent above 1971 outlays of
$581.2 billion. The expected 1972 spend-
ing increase is moderately below the
10.3 percent increase projected from
the May survey (table 1), but is sharply
higher than the actual increases of 1.9
percent and 5.5 percent in 1071 and
1970, respectively.

Shift in spending expectations

The expectation reported in the May
survey was that spending would in-
crease strongly in the second quarter
(4.5 percent), in line with the sharp
increase in the prior quarter (4.3 per-
cent). There is no clear reason for the
large difference between that expecta-
tion and the actual second quarter rise
of only 0.4 percent. The shortfall from
expectations widespread
among the manufacturing industries,
with the only exceptions occurring in
the textile, paper, and “other nondur-

was fairly

1. The expeetations Apures have boen adjustod for system-
ulle binges in survey responses (ootnots 2, table 8). Before
niljustment, 1972 expenditures were expected (o be 230.1 1l
lion for sll industries, §2.3 billion for manulsoluring, and
#50.7 billion for nonmanufsciuring, The sdjustments were
applied separately to each major ndustey; Urelr net effect
wius to decrense the manufsctur ng total by $0.7 bllion nnsd
ta raiso the nanmunulfscturing tetal by $0.7 billion.
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able goods” industries. In the nonman-
ufacturing category, the shortfall oc-
curred in the airline, gas public utility,
communications, and “commercial and
other” industries. Table 2 compares
actual first quarter 1972 spending by
broad industry ecategories with ex-
pected (as of May) and actual outlays
in the second quarter, and ecurrent
expectations for the second half with
previous expectations.

A significant portion of the second
quarter shortfall has apparently been
shifted into the second half, resulting in
upward revisions of spending expecta-
tions for the third and fourth quarters
(see table 2), As a consequence, total
spending for the year 1972 is projected
at a fizure only moderately below that
reported in the May survey.

Recent capital spending trends

Quarter-to-quarter movements in
capital spending are rather volatile, and

Table 1.—Plant and Equipment Expendi-
tures, Annual Percent nge, 1971-72
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1. Includes industries not shown soparately.

Bource: 1,8, Dopartment of Commerce, Humau of Eeo-
nomic Analysis.
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trends nve offen more disceynible in the second half of 1068 to the first
semiannunl movements. Table 3 shows half of 1970,

percentage changes in spanding by half- Porhaps the most striking nspect of
yeors, beginning with the change from  thess date is the indicated strength of

Teble 2.=Aetual and Expected Expenditures for New Plant and Equipment, 1912
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Table 3.—Flant and Equipment Expenditures: Peccentage Change From Preceding Half
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the currant racovery in investment out-
lays by the manufacturing industries.
Following four successive seminnnual
declines in spending during 1970 and
1871, outlays hy the manufacturing
industries rose 1.5 percent in the frst
hoif of 1972, and are slated to rise
R.9 parcent in the second half, This may
reflect the foct that capital spending,
especiclly hy tha manufactuding in-
dusiries, tends to log the owverall
business eycla. Expectationa of pains in
the mecond hali are widely apread
shrough the manufaeturing indunstries,
The largest percentage paing are ax-
pested by producare of nonferroue
primary metals, stone-clay-giawm prod-
uets, petrolsum, food and heverapes,
and nonelactrieal machinery.

Tending to confirm the manu-
facturers’ expeotations of incrensed
apending in tha second half are the
reported increases in manufecturing
investmont project starts {see table &}
and in the need for wdditionsl plant
cepacity (ses fohble 4).
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In contrast to the expected accelera-
tion of spending by manufacturing
industries in the second half, the non-
manufacturing industries as a group
project a marked deceleration—a 2.6-
percent increase in the second half as
against an actual gain of 8.7 percent in
the first half. The deceleration is fairly
widespread but is particularly marked
in the transportation, communications,
and “commercial and other” industries.
Electric utilities, which have been per-
sistently increasing spending at a [airly
rapid rate in recent years, project a
second half gain of only 3.6 percent, less
than half as large as the gain in the
first half. Gas utilities, on the other
hand, whose spending has been gen-
erally sluggish in recent years and who
epend considerably less than they pro-
jected in the second quarter, are
scheduling a sharp gain in spending—
23.4 percent—in the second half,

Capital spending in the air transpor-
tation industry is highly volatile even
on a semiannual basis. Airline capital
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Table 5.—Starts and Carrvover of Plant and Equi
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ment Projeets, Manufacturing and

PFublic Utilities, 1 T2
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outlays fell 43.5 percent in the first half
of last year from the preceding 6 month
period, apparently rveflecting traffic
declines, temporary excess capacity in
the industry, and a sharp decline in
industry earnings. A  10.3-percent
incrense in expenditures in the second
half of 1971 followed by the substantial
advance of 23 percent in the first half of
1972 may have stemmed not only from
a continuation of the economic recov-
ery for the industry, but aslso from
increased deliveries of a new type of
wide-bodied craft, the so-called “air-
bus.” For the second half of 1972,
airlines project & more moderate 64
percent rise.

Manufacturers’ eapacity evaluation

Manufacturers’ evaluation of the
adequuey of their plant and equipment
facilities as of June 30, relative to their
current and prospective sales, indicated

Bturts mre esfimated by ndding changes in earryover o oxpenditures doring the given perdod.
Uarrgover refers Lo expenditymes vt to bo Ineurred o plant and squipment projects already underwoy at emd of perfod.

a further small increaze in the need for
more facilities (table 4 and chart 9).
Companies owning 33 percent of fixed
assets in manufacturing reported that
they needed more facilities, as against
31 percent in March and 30 percent in
December 1971. Among durable goods
manufacturers, the proportion rose
from 25 percent in March to 28 percent
in June, while the proportion for non-
durable goods companies rose from 36
percent to 37 percent. The “need more”
proportion inereased 4  percentage
points for primary metals producers
and 5 percentage points for chemical
firms; these increases were offset in
part by a decrease of 2 percentage
points for food and beverage companies.

Facilities wviewed as “‘about ade-
quate” in June represented 60 percent
of manufacturers’ fixed assets, down
from 62 percent in March, Companies
reporting plant and equipment in excess
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of current and near-term needs ac-
eounted for 7 percent of fixed assets nE
the end of June, the same a5 at the
sod of March.

Starts end carryover of projects

The wolue of investment projects
gterted by manufacturers during the
second quarter of 1972 was & recond
55,6 Lilion, sessonslly adjusted, up
15 percent from the preceding quarier
and 32 percent from the second quarter
of 1971. Durahle goods manufacturers
reported & 21 percent rise m new proj-
ects started from the first to the second
quarter, aud nondursble gooda pro-
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ducars had am increass of 7 percent.
Tha second quarter advance in starts
centered in the machinery, stone-clay-
gloss, patrolenm, and poper indusiries.

The walus of new projects started hy
manufacturing companies exceeded
their capital expenditures in the second
querter by about $1 billion (seasenally
adjusted). The resulting incrense in
carryover—the amounts atill to he
spent on projects alrendy underway—
was the fourth successiva advance and
was widespread among manufacturing
industries. Mannfacturers reported a
seasonally ndjusted cerryover of $20.9
billion at the end of June. This repre-
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sented 2.7¢ times the second quarter
1972 expenditure level (seasonally ad-
justed}, up from & corresponding ratio
of 2,57 & year sarlier.

New projecits started by puoblic
utilities totaled $5.7 billion in the seq-
ond quarter, E700 miliion Jower than
in the first quarier. Carryover of proj-
ects by the utilities rose $1.8 billion in
the April-Juna pericd to o tots) of
$35.3 billion. This represented 3.50
times the second quarter 1972 sea-
sonally ndjusted expenditurs level, up
from a corresponding ratio of 721 o
yoor aarlier.
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